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       本论文试图分析和解释某些宏观经济变量和泰国证券交易
所指数（SETI）之间的长期均衡关系。在这里，SETI 指的是在泰国
证券交易所进行交易的所有普通股票的价格趋势。 
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With the little research paid attentions to developing countries. This paper 
therefore attempt to investigate and analyze the long run equilibrium relationships 
between a set of selected macroeconomic variables and the Stock Exchange of 
Thailand Index (SET Index), where the SET Index represents the price movements 
for all common stocks trading at Thailand Stock Exchange. 
The time series analysis covers monthly data over the past 20 years from 
January 1990 to December 2009 and the selected macroeconomic variables 
represented in this study include the money supply (M1), industrial production index 
as for the proxy of GDP, interest rate, and the consumer price index.  
Many statistical tools and techniques have been used in studying the 
relationships, starting from testing for the unit root (Augmented Dickey Fuller (ADF) 
and Phillips-Peron (PP)), applying the ideas of Johansen’s co-integration, and lastly 
estimating the error correction. 
The finding results prove that the SET Index and these group of selected 
macroeconomic variables and are co-integrated at I (1) and they significantly appear 
to have a long-run equilibrium relationships where the large positive relationship is 
to be found in money supply, while industrial production index and the consumer 
price index have a negative long term relationships with the movements of SET 
Index. In addition, in any events that the equilibrium is not kept in line, the 
mechanism of error correction suggested that money supply, consumer price index as 
well as industrial production index contribute to the error correction adjustment 
process to restore its equilibrium value. 
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1.1  Introduction 
For many years, stock market movements and macroeconomic variables have 
been a great focus in both financial and economic literature. Stock markets usually 
serve as the facilitator by enhancing the liquidities and by providing funds to support 
industrialization and economic developments; however it is also at the same time acts 
as an interesting investment center. As we can observe, the movements of stock price 
by nature are essentially random and will be rapidly adjusted to the changes in the 
current economic news; these include both domestic and international shocks. 
Experiencing gain or lost on daily basis in the stock markets seem to support to the 
facts that individual stock returns are fluctuated and largely influenced by a wide 
varieties of unanticipated events. 
On a daily basis, the investors play the significant role in determining the stock 
market through the psychological factors. In other word, stock prices are determined 
by supply and demand forces. The greater sense on the confidence of the investors 
will reflect the positive sign to the stock market, the higher demand for the particular 
stock will drive the stock price increase. Conversely, the greater sense of losing 
confidence will result the capital out flow as investors sell the stock; the low demand 
of the particular stock will reflect the negative change in the stock price. 
In general, the stock market could move up or down based on many factors. 
There is no method that indicates the exact movements of stock market. The factors 
that influence the stock market can be divided into two categories of risks: Systematic 
risk and Unsystematic risk.  
It is being said in theories that in a large well-diversified portfolio, see inter alia 
Statman (1987) explained that unsystematic risk is the risk that can be eliminated and 
diversified away if that portfolio contains up to at least 30 stocks. This risk may refer 
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company, a change in management and the board of directors, the capacities of the 
production, the creation of the new assets, dividend, earning and other finance 
performance. 
On the other hand, systematic risk refers to factors deriving from the current 
market-wide influences. World and local economics are the fundamental affecting the 
stock market movements and we called this as “Economic Risk” This economic risk 
cannot be diversified away and it will affects every stock in the market however; the 
levels of risk will vary across individual sectors and industries. Therefore, these 
changes in economic factors are interesting and should be analyzed in term of 
understanding how the changes are likely to affect the movements of stock market. 
The relationships between macroeconomic variables and stock markets have been 
widely discussed. Ross (1976) initially developed the Arbitrage Pricing Theory (APT), 
where multiple risk factors can be used to explain the return on the financial assets. 
The APT was accepted at that time; however the major criticisms came into attack 
since the earlier APT failed to specify the number of the factors. Later on, Chen, Roll 
and Ross (1986) was further investigated on APT and linked a linear function of 
various macro-economic force factors that influence the returns on financial assets. 
With the great contributions of Chen, et. al. (1986), it provided the frameworks that 
there are the relationships between the macroeconomic variables and stock market 
movements, as a consequence of these, many empirical works later have been studied 
based on the APT model.  
Most macroeconomic variables are non-stationary; the regression analysis by 
using OLS technique may lead us to the misleading results. Granger (1987) and 
Johansen (1991), they suggested the tools for analyzing the long-run equilibrium 
relationships. These techniques called co-integration test and have been also applied 
to macroeconomic variables and stock market movement. It is better because this test 
allows the non-stationary data to examine for a long-term relationship if they are 
co-integrated of the same order, for example at I (1). In addition, with the adjustments 
to the error-correction, it allows us further to examine for the short term adjustments 
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1.2  Motivation 
The growing trends on these research issues have significantly appeared on the 
finance and economic literature. Many empirical works have documented the 
relationships between macroeconomic variables and stock market movements. Most 
researches, however, have been documented on a time series analysis using aggregate 
stock market indices with reference to the US stock market; Chen, Roll & Ross [CRR] 
(1986), Flannery and Protopapadakis (2002), and other in developed countries such as 
Mukherjee and Naka (1995) from Japan,  Zhao, Xing-Qiu (1999) from China, 
Maysami and Koh (2000) from Singapore. Moreover, some other works have been 
studying the stock market relationships in developing countries such as Nishat and 
Shaheen (2000) from Pakistani, Hussein Tamimi (2007) from the United Arab Emirate, 
Kandir (2008) from Turkey, and Rahman et.al (2009) from Malaysia. However, only a 
few researches have been done in South East Asian region, especially Thailand: 
Virawan (1991), Kwanchanok (2000), Thipwipha (2004), Tri (2005).  
The motivations come after reviewing of many literatures on selected 
macroeconomic variables and the stock market relationships. The author found out 
that the model relationships have been well- established elsewhere in other countries 
but not much has been done in Thailand and only a few of those have been done in 
English. Considering this as an issue, Thailand is a developing country where the 
developments of economy play a significant role in driving the stock market. 
Therefore, the subjects of change in policies toward the macroeconomic variables are 
important to study and we still need lengthy of analysis and more researches oriented 
attentions. 
 
1.3  Thailand  Economy Overviews 
Thailand is a country that locates in the heart of Southeast Asia region and has the 
total populations of approximately 67 million people. Bangkok is the capital city of 
Thailand and the “Thai Baht” is the currency that we use in Thai economy. Basically, 
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Thailand is considered as one of the developing countries and being ranked the 
second largest economy in Southeast Asia after Indonesia. In comparison, the size of 
economy in Thailand is relatively small if we compare to the rest of the world like 
United States, China, or Japan. However, before the Asian financial crisis in 1997, 
Thailand managed to experience the rapidly economic growth between years 1985 to 
1995 and today Thailand is still be able to maintain the average annual growth rate of 
8 % and has been considered as one of the emerging industrialized countries that 
specialized in electronic components and automobile manufacturing, together with the 
heavily on exporting sectors that contributing significantly to the Thai economy.  
According to the International Monetary Fund (IMF), Thailand's nominal GDP 
(PPP) as of 2010 is $ 584.768 billion; where exports accounting for more than two 
thirds of gross domestic product .The GDP per capita is $ 8,643, which ranks the 
fourth richest nations according to the GDP per capita in Southeast Asia after 
Singapore, Brunei and Malaysia. The main exporting sectors in Thailand are mainly 
on the agriculture products. Rice is the country's most important cash crop; and 
Thailand is considered as one of the world exporters in rice market. Other important 
agricultural products in the country are rubber, corn, sugarcane, coconuts, Thai fruits, 
cassava, fish and fishery products, and the processed foods such as canned tuna, 
pineapples and frozen shrimps.  
With the current government administration of Apisit Vejjajiva, and despite some 
of the unfavorable political situations, the Thai economy continues to grow robustly; 
these supported by consistently rising in domestic demands and exports, foreign 
investments and investors, private consumptions and private investments as well as 
monetary policies stimulus.  
 
1.4  Stock Exchange of Thailand (SET) 
The Stock Exchange of Thailand (SET) is the national secondary market located 
in Bangkok, and started the first trading on 30 April in 1975. Currently, there are a 
total of 653 companies listed on the Thailand Stock exchange. The indices of the 
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SET Index is used as the main public market index and is a market 
capitalization-weighted price index, which represents for all common stocks trading at 
Thailand Stock Exchange, whereas SET50 Index and SET100 Index respectively 
comprise with the top 50, and top 100 stocks ranked by their market capitalization.  
In general, SET Index is largely influenced by the Energy Sector. SET is not 
considered as large and liquid if we compared with the other stock markets in 
developed countries. The SET index nowadays in the late 2009 up to beginning of 
2011 grew sharply, the index increased significantly from about 500 points in 2009 to 
above 1,000 points in February 2011. As of February 28, 2011, the SET Index was 
closed at 987.91 points with a total market capitalization of 8,003,836.37 million Baht. 
The daily average trading turnover was accounted for 2,982.02 million shares or about 





For the past 30 years, there were changes in the macroeconomic data that affected 
the SET index movements. Figure 1 shows the SET index movements from April 
1975 to December 2010. The Stock Exchange of Thailand (SET) started first trading 






















































































Figure 1: Thailand SET Index Movement, 1975-2010 monthly 















Selected Macroeconomic Variables and Stock Market Movements evidence from Thailand 
 6 
was due to the high saving interest rate period where the saving interest rate was 
recorded about 10 % a year. 
Soon after in year 1986, Bank of Thailand reduced the interest rate year by year 
to stimulate the private consumptions and investments. At the same time, Thailand 
liberalized financial inflows with the policies encouraging on the foreign direct 
investments. SET index was started from around 200 points in 1986, and then grew up 
dramatically to 1,100 points in year 1989-1990. After that, during 1993-1994, SET 
index was steadily climbed up to the peak almost 1,700 points but later dropped 
continuously to 200 points in 1996-1998, this significant dropped due to the floating 
Thai Baht( Asian Financial Crisis). 
Then in year 2003, the SET index was traded from around 400 points and then 
considerable increased to more than 800 points in 2007; however the SET index 
began sharply declining in 2008 to the lowest points of 200, this was due to the 
subprime mortgage crisis in the United State. 
After that around year 2009, the US crisis was relatively being solved and the 
confident retrieved, the SET index began to rise again and managed to exceed above 
1,000 points in 2011 regardless of the unfavorable political situations at that time. 
 
1.4  Objective of the Study 
 In the world of academic studies, without doing some empirical analysis, it is 
just only a word to say that change in macroeconomic variables have influence on the 
movements of Thai stock markets. We need something that can be provable. 
Therefore, the objective of this thesis paper is to identify and explain the relationships 
between selected macroeconomic variables and the Thai stock market (SET Index) 
movements.  
In the study reported here, we sought to make a number of contributions. The 
author attempts to update the evidences on macroeconomic data and Thailand stock 
market relationships. The study period will employs 240 monthly data from January 
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researcher decides to uses the co-integration approach to examine for the long-term 
equilibrium relationships between selected macroeconomic variables and SET Index 
movements. 
 
1.5  Benefits of the Study 
The Stock Exchange of Thailand (SET) has grown considerably in the past thirty 
years (1975-2010) and has drawn many investors to the stock market. Investors have 
learnt that SET movements can be very volatile. It would be useful to have some 
indicators that could help predict the direction of the SET Index movements.  
One possibility is to use the macroeconomic data as the guideline. When 
investors understand the impact of change in economic fundamentals, it would help 
investors to decide whether the price movement is a buy, sell or hold signal.  
Moreover, the benefits of this paper are widely used but not limited to portfolio 
managers and stock investors. They may find results in this research paper useful. The 
finding results can be used for investment guide, finance literature, pursuing available 
investment opportunities and lastly for improving the operations in the Stock 
Exchange of Thailand (SET).   
 
 
Organization of this Paper 
The contents of this paper will be organized along the following outlines. Chapter 
2 reviews the related literature (both in Thailand and elsewhere). Chapter 3 provides 
the research hypothesis, data descriptions and research methodology. Chapter 4 
reports the procedure, the empirical results as well as analysis, and Chapter 5 
describes the conclusions and suggestions. And, the appendix section will be at the 
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CHAPTER TWO 
REVIEW OF RELATED LITERATURE 
 
A brief overview of the studies using macroeconomic factor models is presented 
in this section. The findings of the literature suggested that there is a significant 
linkage between macroeconomic variables and stock market movements. The 
literature reviews in this section is divided into two parts, which the first part refers to 
the related researches conducted in Thailand, using the Stock Exchange of Thailand 
Index (SET Index). The limitations were found in Thai related researches because of 
some were done in Thai language, so researcher has to translate into English 
equivalent. The second part is come from the foreign related researches. 
 
2.1  Related Researches on the Thailand Stock Market 
Thai related researches on selected macroeconomic variables and Thai stock market 
include the following details: Virawan (1991) who studied the relationship between 
Thailand stock market indices (SET Index) and the selected macroeconomic variables 
based on the APT model. These selected macroeconomic variables include the growth 
in money supply (MS), interest rate (IR), inflation rate, and GDP. The study employed 
yearly data from 1979 to 1988 by using the multiple linear regressions. The 
significant results indicated that the growth in money supply (MS) and GDP has the 
positive effect, while inflation rate and interest rate has a negative effect on the Thai 
stock market.  
 
A similar study is discussed by Kwanchanok (2000) who investigated the relationship 
between Thailand stock market indices (SETI) and the macroeconomic variables. 
These macroeconomic variables are Inflation rate, Interest Rate (IR), Gross Domestic 
Product (GDP), Current Account Balance, Money Supply (MS), Volume of securities 
trading, Value of securities trading, Value of Thai Baht currency, and currency 
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